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OPERATING  EXPENSES  IN  RETAIL 
DRUG  STORES  IN  1919 

A  STUDY  of  operating  expenses  and  management  problems  in 
the  retail  drug  trade  was  begun  by  the  Harvard  Bureau  of 
Business  Research  in  1919.  To  assist  in  this  study,  a  standard 
system  of  accounts  for  retail  drug  stores  was  published  in 
January,  1920.^  The  reports  that  have  been  received  from 
retail  druggists  on  the  standard  form  for  the  year  1919  are 
summarized  in  this  bulletin. 

The  proprietors  of  two  hundred  ninety-one  retail  drug 
stores,  located  in  thirty-eight  states,  furnished  the  Bureau 
with  reports  on  their  operating  expenses  in  1919.  Some  of 
these  stores  had  records  that  were  incomplete;  in  others  the 
items  could  not  readily  be  adjusted  to  the  uniform  system. 
Consequently,  the  conclusions  given  in  this  bulletin  have 
been  based  chiefly  upon  the  reports  from  the  one  hundred 
eighty-seven  retail  drug  stores  which  furnished  data  that 
could  be  adjusted  to  the  standard  form.  These  results  are 
to  be  considered  only  as  preliminary,  subject  to  correction 
after  the  standard  accounting  system  has  come  into  more 
general  use. 

VOLUME  OF  SALES 

The  following  table  indicates  the  range  in  the  volume  of 
sales  in  these  drug  stores;  it  gives  the  nimiber  of  stores  in 
each  volume-of -sales  group.     The  store  with  the  smallest 

^  This  investigation  of  business  problems  in  retail  drug  stores  is 
similar  to  the  investigations  that  the  Bureau  has  made  in  the  retail 
shoe,  grocery,  hardware,  and  jewelry  businesses,  the  results  of  which 
have  been  presented  in  the  previous  bulletins  published  by  the  Bureau. 
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volume  of  business  in  1919  reported  net  sales  of  $7,000; 
the  store  with  the  largest  volume  showed  net  sales  of  $402,000. 

Net  Sales,  1919  Number  of  Stores 

Less  than  $10,000    3 

$10,000-$19,999 34 

$20,000-129,999 36 

$30,000-$39,999 37 

$40,000-$49,999 19 

$50,000-$59,999 17 

$60,000-$69,999 9 

$70,000-$79,999 8 

$80,000-$89,999 6 

$90,000-$99,999 5 

$100,000  and  over   13 

Although  the  pharmacy  business  is  professional  in  char- 
acter, the  reports  received  by  the  Bureau  indicate  that  ordi- 
narily prescription  sales  amount  to  only  about  10  %  of  the 
total  sales  in  a  retail  drug  store.  Eighty-five  retail  druggists 
answered  the  question  regarding  the  volume  of  their  pre- 
scription sales  and  other  sales. 

Classification  of  Sales  by  Kinds  of  Merchandise 

(In  percentage  of  total  sales) 

Lowest  Highest  Common 

Prescriptions 1%  45%  10% 

Proprietary  Medicines 4  67  22 

Toilet  Articles 2  43  10     ' 

Rubber  Goods 1  15  3 

Candy 1  24  5/ 

Cigars  and  Tobacco 1  31  8 

Soda 2  48  14 

Other  Goods 1  60  28 

From  the  figures  given  it  appears  that  in  these  eighty-five 
stores  the  prescription  sales  and  the  proprietary  medicine 
sales  together  commonly  amounted  to  only  about  one-third 
the  total  sales. 


OPERATING  EXPENSES 

The  table  on  the  following  page  summarizes  the  reports  on 
operating  expenses.  All  the  reports  that  were  used  in  this 
tabulation  were  adjusted  to  the  standard  system  of  accounts 
for  retail  drug  stores.  For  each  item  of  expense  the  lowest 
figure,  the  highest  figure,  and  the  common  figure  shown  on 
these  reports  are  given  in  this  table.  Rent,  for  instance,  in 
the  stores  thpt  furnished  reports  varied  from  0.8%  of  net 
sales,  the  lowest  figure,  to  11  %,  the  highest  figure;  the  com- 
mon figure  was  2.8  %.  The  common  figure  is  the  one  around 
which  the  entire  group  tended  to  center;  it  is  known  in  statis- 
tical terms  as  the  mode,  or  the  point  of  greatest  frequency. 
The  lowest  figures  were  not  all  from  the  same  store.  The 
store  that  showed  the  lowest  expense  for  rent,  for  example, 
did  not  have  the  lowest  figures  for  other  items.  Similarly, 
the  store  with  the  highest  expense  for  rent  did  not  show  the 
highest  figures  for  other  expenses.  The  lowest,  highest,  and 
common  figures  were  worked  out  separately  for  each  item. 
The  common  figures  are  the  ones  that  can  best  be  used  as  a 
guide  in  comparing  the  results  of  an  individual  store  with 
those  given  in  this  table. 

The  following  summary  is  based  upon  reports  from  one 
hundred  eighty-seven  drug  stores.  In  every  case  the  per- 
centages are  percentages  of  net  sales.  Net  sales  equals  100  %. 


OPERATING  EXPENSES  IN  RETAIL  DRUG 
STORES  IN  1919 

Net  Sales  =  100  % 

Lowest     Highest       Common 

of  Salesforce 7.0%  20.8%  12.0% 

Advertising 0.04       4.0  0.7 

Boxes,  Wrappings,  and  Other  Selling  Expense  0.1         2.4  0.6 

Total  Selling  Expense 8.5  22.5  13.3 

Delivery  Expense 3.8         0.1 

Buying,  Management,  and  Office  Salaries  . .  0.6  10.9  3.6 
Office  Supplies,  Postage,  and  Other  Manage- 
ment Expense 0.1  1.5  0.3 

Total  Buying  and  Management  Expense  ...  0.7  10.9  3.9 

Rent 0.8  11.0  2.8 

Heat,  Light,  and  Power 0.2  2.4  0.8 

Taxes  (Except  on  buildings,  income,  and 

profits) 0.03  2.2  0.4 

Insurance  (Except  on  buildings) 0.1  1.4  0.4 

Repairs  of  Store  Equipment 0.03  4.1  0.2 

Depreciation  of  Store  Equipment 0.1  2.7  0.6 

Total  Interest 1.1  11.8  3.1 

Total  Fixed  Charges  and  Upkeep  Expense. .  4.3  16.5  8.5 

Miscellaneous  Expense 0.1  3.7  1.5 

Losses  from  Bad  Debts 2.4         0.3 

Total  Expense 17.7       42.9       27.6 

Total  Expense 

In  1919  total  expense  ranged  from  17.7  %  to  42.9  %  of  net 
sales.  The  common  figure  was  27.6  %.  This  represents  the 
cost  of  doing  business. 

In  total  expense  are  included  items  of  outgo,  such  as 
wages  paid  to  employees,  expenditures  for  heat,  light,  taxes, 
and  insurance,  and  also  a  salary  for  the  proprietor  equal  to 
the  amount  that  he  could  earn  if  employed  by  someone  else 
to  do  the  same  work,  rent  of  the  store  whether  owned  or 
leased,  and  interest  both  on  borrowed  capital  and  on  the 


proprietor's  net  investment  in  the  business.  The  methods 
of  determining  these  items  and  the  reasons  for  their  inclusion 
are  explained  fully  in  the  accounting  system. 

The  percentage  of  total  expense  to  sales  in  retail  drug 
stores  apparently  is  dependent  upon  the  manner  in  which 
the  business  is  managed,  rather  than  upon  the  volume  of 
sales  or  upon  the  size  of  the  city  or  town  in  which  the  store  is 
situated.  Among  the  businesses  that  furnished  reports  there 
were  examples  of  stores  with  a  small  volume  of  sales  that 
were  operated  as  economically  as  stores  with  a  large  volume 
of  sales.  Both  in  the  small  cities  and  towns  and  in  the  large 
cities  there  were  mmierous  drug  stores  with  low  total  expense 
and  others  with  high  total  expense  in  percentage  of  net  sales. 
All  tests  that  were  made  indicated  no  regularity  in  variations 
of  total  expense  either  in  accordance  with  the  volume  of 
sales  or  with  the  size  of  the  city  or  town  in  which  the  stores 
were  located. 

In  the  stores  in  which  sales  of  candy,  soda,  cigars,  and 
tobacco  were  high  in  proportion  to  the  total  sales,  the  total 
expense  tended  to  be  about  2  %  lower  in  percentage  of  net 
sales  than  in  other  stores.  This  difference  was  due  chiefly  to 
a  lower  salesforce  expense  and  to  a  faster  rate  of  stock-turn 
in  the  stores  with  relatively  heavy  sales  of  candy,  soda, 
cigars,  and  tobacco.  In  percentage  of  net  sales  the  wages 
of  salesforce  were  about  1%  less  for  this  group  of  stores. 
The  common  figure  for  the  rate  of  stock-turn  for  this  group 
was  about  three  times  a  year  in  contrast  to  the  common  figure 
of  twice  a  year  in  the  other  retail  drug  stores. 

Wages  of  Salesforce 

The  largest  item  of  expense  in  a  retail  drug  store  ordinarily 
is  wages  of  salesforce.  According  to  the  reports  received  for 
1919,  this  varied  from  7%  to  20.8%  of  net  sales,  and  the 
common  figure  was  12  %.  This  figure  of  12  %  for  retail  drug 
stores  compares  with  4.9  %  in  retail  grocery  stores,  6.2  %  in 
retail  hardware  stores,  and  8.3  %  in  retail  shoe  stores  in  1919. 
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Rent 

The  common  figure  for  rent  in  retail  drug  stores  in  1919 
was  2.8  %  of  net  sales.  In  retail  grocery  stores  it  was  1.1  %, 
in  retail  hardware  stores  1.7%,  and  in  retail  shoe  stores 
2.3  %  in  1919.  In  a  substantial  number  of  retail  drug  stores 
the  expense  for  rent  was  less  than  2  %  of  net  sales,  but  an  even 
larger  number  spent  more  than  3  %  of  net  sales  for  rent. 
'A  comparison  was  made  of  the  expense  for  rent  in  drug 
stores  in  small  cities  and  towns  with  the  rent  expense  of  re- 
tail drug  stores  in  large  cities.  This  indicated  that  rent  ex- 
pense generally  was  about  1  %  less  for  the  drug  stores  in  the 
small  cities  and  towns'.  Whereas  the  common  figure  for  rent 
in  drug  stores  in  towns  and  cities  with  less  than  10,000  pop- 
ulation was  2.2  %  of  net  sales,  a  substantial  majority  of  the 
retail  drug  stores  in  larger  cities  showed  a  rent  expense  of 
over  3  %.  The  rent  expense  generally  tended  to  be  highest, 
in  percentage  of  net  sales,  in  the  cities  with  over  50,000  pop- 
ulation. In  many  of  these  stores  in  the  large  cities,  the  high 
expense  for  rent  was  offset  by  a  rapid  rate  of  stock-turn, 
which  reduced  interest  expense. 

Losses  from  Bad  Debts 

Although  the  losses  from  bad  debts  generally  were  small 
in  retail  drug  stores,  it  is  worth  noting  that  among  the  drug 
stores  that  granted  credit  the  common  figure  for  losses  from 
bad  debts,  0.3  %  of  net  sales,  was  as  large  as  in  the  retail 
grocery  trade  in  1919.  In  the  retail  grocery  trade  the  com- 
mon figure  for  losses  from  bad  debts  was  0.3  %,  in  the  retail 
shoe  trade  0.2%,  and  in  the  retail  hardware  trade  0.5%  in 
1919. 

Nine-^tenths  of  the  retail  druggists  reported  that  they 
granted  some  credit.  In  the  drug  stores  that  granted  credit, 
about  15%  of  the  sales  ordinarily  were  charge  sales;  a  few 
stores,  however,  reported  credit  sales  amounting  to  as  much 
as  50  %  of  their  total  business.    Practically  all  the  druggists 
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who  granted  credit  stated  that  the  average  length  of  credit 
given  was  at  least  thirty  days,  and  in  over  one-half  the  stores 
the  average  length  of  credit  was  sixty  to  ninety  days.  Con- 
sequently, it  appears  that,  while  the  proportion  of  credit  sales 
to  total  sales  was  not  large,  nevertheless  the  credit  granted 
was  of  sufficient  length  to  result  in  as  high  a  ratio  of  losses 
from  bad  debts  in  the  retail  drug  trade  as  in  other  trades 
where  the  proportion  of  credit  sales  was  greater  and  collec- 
tions more  prompt. 

Although  two-fifths  of  the  drug  stores  stated  that  they 
permitted  their  customers'  accounts  to  run  unpaid  two  years 
or  more  before  charging  them  off  as  bad  debts,  a  majority 
charged  off  unpaid  accounts  as  losses  when  the  debts  had 
remained  on  their  books  for  one  year. 

PROFITS 

Gross  profit  is  determined  by  subtracting  the  cost  of  the 
goods  sold  from  net  sales.  If  the  business  is  successful,  this 
gross  profit  must  be  large  enough  to  cover  the  operating 
expenses  and  to  yield  a  normal  net  profit.  The  net  profit  is 
determined  by  subtracting  total  expense  from  gross  profit. 

Net  profit  is  the  reward  that  is  received  for  assuming  the 
risks  of  carrying  on  the  business  and  especially  for  exercising 
good  judgment  in  managing  the  business.  It  is  not  a  return 
upon  investment,  for  that  is  covered  by  interest  on  capital, 
included  in  expense.  Net  profit  is  the  amount  that  remains 
after  all  expenses,  including  salary  of  proprietor,  rent  of  the 
store  whether  owned  or  leased,  and  interest  both  on  owned 
and  borrowed  capital  have  been  deducted  from  gross  profit. 

The  following  table  shows  the  highest,  lowest,  and  common 
figures  for  gross  profit  and  net  profit  in  one  hundred  eighty- 
seven  retail  drug  stores  in  1919.  The  percentages  are  per- 
centages of  net  sales. 

Highest  Lowest  Common 

Gross  Profit 50.1  %  20.6  %  34.0  % 

Net  Profit  (or  Loss) ....  Profit   19.4  Loss    6.3      Profit  6.3 
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The  lowest  figure  for  gross  profit  was  20.6  %  of  net  sales, 
but  there  were  only  a  few  stores  in  which  gross  profit  was 
less  than  28  %.  The  highest. figure  for  gross  profit  was  50.1  % 
of  net  sales;  this  was  exceptional,  however,  for  gross  profit 
exceeded  40  %  in  only  a  small  number  of  stores.  The  com- 
mon figure  of  34  %  was  the  one  around  which  the  entire  group 
showed  marked  concentration. 

Sixteen  drug  stores  among  those  for  which  reports  were 
received  showed  a  net  loss;  the  heaviest ^net  loss  was  6.3% 
of  net  sales.  It  is  worth  noting  that  the  drug  store  with  the 
heaviest  net  loss  was  the  one  that  showed  the  highest  total 
expense.  The  drug  store  with  the  highest  net  profit,  on  the 
other  hand,  19.4%  of  net  sales,  had  the  lowest  total  ex- 
pense. These  facts  emphasize  the  importance  of  economy  in 
management  as  the  chief  means  of  securing  substantial  net 
profits. 

STOCK-TURN 

The  rate  of  stock-turn  indicates  the  rapidity  with  which 
merchandise  in  stock  is  sold  and  replaced  with  fresh  supplies. 
Ordinarily  it  is  one  of  the  most  significant  indices  to  the 
prosperity  of  a  retail  store.  The  rate  of  stock-turn  is  de- 
termined by  dividing  the  average  inventory  of  merchandise 
into  the  cost  of  the  goods  sold,  not  into  sales.  If  monthly 
inventory  figures  were  available,  the  average  of  these  figures 
would  be  used  as  the  divisor  in  determining  the  rate  of  stock- 
turn.  Few  stores,  however,  have  monthly  inventory  figures; 
consequently  the  Bureau  has  used  the  average  of  the  inven- 
tories of  merchandise  at  the  beginning  and  end  of  the  year. 
For  purposes  of  comparison  the  rate  of  stock-turn  figured  by 
this  method  seems  to  be  approximately  correct. 

The  rate  of  stock-turn  in  the  retail  drug  stores  from  which 
reports  were  received  for  1919  varied  from  1.1  to  7.4  times  a 
year.  Thus  the  store  with  the  highest  rate  of  stock-turn  was 
turning  its  stock  more  than  six  times  as  fast  as  the  store 
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with  the  lowest  rate  of  stock-turn.  The  common  figure  for 
stock-turn  in  1919  was  2.3  times  a  year.  A  substantial 
number  of  stores,  however,  were  turning  their  stock  at  least 
2.8  times.  The  reports  indicated  that  a  higher  rate  of  stock- 
turn  than  is  ordinarily  obtained  is  possible  in  the  average 
retail  drug  store. 

In  the  retail  drug  stores  in  which  the  rate  of  stock-turn  was 
less  than  twice  a  year  the  common  figure  for  total  interest 
was  3.8  %  of  net  sales.  In  the  retail  drug  stores  that  had  a 
stock-turn  above  2.5  times  in  1919  the  common  figure  for 
total  interest  was  2.3%  of  net  sales.  This  comparison  in- 
dicates clearly  an  average  interest  saving  of  about  1.5%  of 
net  sales  in  the  stores  with  a  high  rate  of  stock-turn. 

Total  expense  also  was  lower  in  the  stores  with  a  high  rate 
of  stock-turn.  In  the  stores  in  which  stock-turn  was  greater 
than  2.5  times  a  year  in  1919  the  common  figure  for  total 
expense  was  about  25%  of  net  sales.  In  the  retail  drug 
stores  that  turned  their  stock  less  than  twice  a  year  in  1919 
the  common  figure  for  total  expense  was  about  30  %  of  net 
sales.  This  difference  of  5  %  probably  was  not  due  entirely 
to  the  rate  of  stock-turn.  The  retail  druggists  who  were  able 
to  obtain  a  high  rate  of  stock-turn  were  successful  also  in 
finding  other  opportunities  for  economy  in  the  management 
of  their  stores  and  in  building  up  their  volume  of  business. 
Most  of  the  retail  drug  stores  with  a  high  rate  of  stock-turn 
had  net  sales  of  at  least  $25,000  in  1919,  whereas  a  large 
proportion  of  the  stores  in  which  the  stock-turn  was  less  than 
twice  a  year  showed  annual  sales  less  than  $25,000. 

BUYING 

An  inquiry  was  made  this  year  regarding  the  number  of 
wholesale  druggists  from  whom  each  retailer  bought.  One 
hundred  eighty-one  replies  were  received  to  this  question. 
Several  retailers  stated  that  they  purchased  from  only  one 
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wholesale  druggist;  two  stated  that  they  purchased  from 
ten.  Over  two-thirds  of  the  total  number,  however,  pur- 
chased from  two  or  three  wholesale  druggists.  The  average 
was  three. 

Only  one  retailer  reported  that  he  bought  all  his  merchan- 
dise from  wholesale  druggists;  on  the  other  hand,  only  a 
small  number  of  retailers  bought  as  little  as  5%  or  10% 
of  their  goods  from  wholesale  druggists.  The  proportion 
of  purchases  from  wholesale  druggists  conamonly  was  about 
60%.  The  remainder  of  the  merchandise  ordinarily  was 
bought  either  directly  from  manufacturers  or  through  co- 
operative buying  associations.  The  retailers  who  purchased 
directly  from  manufacturers  reported  that  their  purchases 
from  such  sources  generally  were  from  25  %  to  30  %  of  the 
total  quantity  of  goods  bought. 

Seventy  retailers  stated  that  they  bought  some  of  their 
goods  through  cooperative  buying  associations.  Thirty- 
three  of  these  reported  that  their  purchases  through  such 
associations  were  less  than  20  %  of  their  total  purchases;  six- 
teen reported  purchases  of  20  %  to  25  %  through  such  asso- 
ciations; fifteen  30%  to  50%;  and  six  more  than  50%. 
The  average  was  about  20  %.  The  merchandise  most  com- 
monly purchased  through  cooperative  buying  associations 
included  proprietary  preparations,  patent  medicines,  and 
drugs.  Toilet  goods  and  sundries  ranked  next  in  importance 
in  these  purchases.  A  few  retailers  stated  that  they  bought 
candy,  stationery,  rubber  goods,  and  sundry  articles  through 
cooperative  buying  associations. 

CASH  DISCOUNTS 

The  percentage  of  cash  discounts  taken,  based  on  pur- 
chases of  merchandise,  was  computed  on  each  profit  and  loss 
statement  received.  Numerous  retail  druggists  did  not  show 
that  they  had  taken  any  cash  discounts  in  1919.    Among 
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those  who  did  take  at  least  a  portion  of  their  cash  discounts 
and  who  kept  a  record  of  the  amounts,  the  cash  discounts  as 
percentages  of  purchases  were  as  follows : 

Cash  Discounts  as 
Percentages  of  Purchases  Number  of  Stores 

Less  than  0.5  % 5 

0.5-0.9 X 21 

1.0-1.4 44 

1.5-1.9 29 

2.0-2.4 13 

2.5  and  over 11 

The  common  figure  for  the  percentage  of  cash  discounts 
taken  was  1.4%  of  purchases  at  billed  cost.  The  highest 
figure  shown  by  any  store  for  cash  discounts  taken  was 
3.9%  of  purchases. 

FINANCIAL  FIGURES 

The  average  inventory  of  merchandise  on  hand  January 
1,  1919,  in  the  retail  drug  stores  from  which  reports  were 
received,  was  $12,600.  The  average  inventory  on  hand  at  the 
end  of  the  year  1919  was  $13,300,  an  increase  of  5.6  %  during 
the  year. 

The  ratio  of  current  assets  to  current  Habihties  is  a  figure 
of  significance  to  the  credit  manager  of  a  manufactiu"ing  or 
wholesale  business  when  he  is  deciding  upon  the  credit 
policy  in  sales  to  retailers.  The  current  assets  include  cash, 
accounts  and  notes  receivable,  and  net  inventory  of  merchan- 
dise. The  current  liabilities  include  accounts  and  notes  pay- 
able and  accrued  items.  Financial  statements  frota  which 
this  ratio  could  be  computed  were  received  from  one  hundred 
thirty-five  retail  druggists.  The  results  are  given  in  the  fol- 
lowing table.  They  indicate  a  strong  credit  position  in  a 
large  majority  of  the  stores. 
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Ratio  of  Current  Asisets 
^      to  Current  Liabilities  Number  of  Stores 

Less  than  1 2 

1.0-1.9 13 

2.0-2.9 17 

3.0-3.9 10 

4.0-4.9 15 

5.0-5.9 8 

6.0  and  over 70 

The  relation  of  accounts  and  notes  receivable  at  the  end 
of  the  year  to  the  average  monthly  sales  also  was  worked  out 
from  the  financial  statements.  Accounts  and  notes  receivable 
were  reported  for  one  hundred  fifty-seven  stores.  The  ratio 
of  accounts  and  notes  receivable  to  average  monthly  sales 
was  determined  by  dividing  the  receivables  by  the  average 
monthly  sales.  This  ratio  gives  some  indication  of  the 
amount  of  credit  being  granted  by  retail  druggists  in  propor- 
tion to  their  volume  of  sales. 

Ratio  of  Accounts  and  Notes 
Receivable  to  Average  Monthly  Sales  Number  of  Stores 

Less  than  0.5 66 

0.5-0.9 58 

1.0-1.4 20 

1.5  and  over 13 

As  might  be  expected,  the  expense  for  interest  tended  to 
be  high  in  the  stores  with  a  high  ratio  of  accounts  and  notes 
receivable  to  average  monthly  sales. 

Comparisons  also  were  made  of  the  ratios  of  accounts  and 
notes  payable  to  average  monthly  purchases.  These  figures 
will  be  more  useful  in  the  future,  after  they  have  been  com- 
piled for  several  years  so  that  a  standard  for  guidance  is 
afforded.  It  appears,  however,  that  the  ratio  of  accounts 
and  notes  payable  to  average  monthly  purchases  serves  as  an 
index  to  the  amount  of  credit  that  a  merchant  is  receiving. 
Accounts  and  notes  payable  were  reported  by  one  hundred 
thirty-two  retail  druggists.  The  results  were  tabulated  as 
follows : 
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Ratio  of  Accounts  and  Notes  Payable 

to  Average  Monthly  Purchases  Number  of  Stores 

Less  than  1.0 70 

1.0-1.9 32 

2.0-2.9 12 

3.0  and  over 18 

These  figures  do  not  indicate  that  long  credits  were  being 
received  by  a  majority  of  the  retail  druggists  submitting 
reports  to  the  Bureau. 
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